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2 KEY ECONOMIC INDICATORS: Metropolitan Portugal 
1970 1971 1971/1970 1972 
Item, and date and most recent data Complete Complete Percent Cumulative 
Year Year Change 
= B Cc D 
INCOME, PRODUCTION, EMPLOYMENT 
at Current Prices 6, 381.2 6,956.4 + 9.0 n.a. 
GNP at Constant(1963) Prices a/ 4, Buk. 3 5,080.5 + k.g n.a. 
Per Capita GNP, Current Prices a/ 766 828 b/ + 8.2 n.a. 
Plant & Equipment Investment 1,052.3 n.a. n.a n.a. 
Indices: 
Industrial Production(1958=100)e/ 185 n.a. -- n.a. 
Avg. Indus .Wage, Lisbon c/(1961=100) 197.4 218.6 + 10.7 n.a. 
Rural Male Workers, Wage 327.3 375.9 + 14.8 400.3 
(19582100)da/ (2/72) 
MONEY AND PRICES 
Money Supply (1/72) 3,504.7 3,913.2 + 9.9 3, 774-7 
Public Debt Outstanding 1,373.9 n.a. n.a@ n.a. 
External Debt 343.9 n.a. n.a n.a. 
interest Rates: 
Central Bank,direct discount (6/1) 3.5% 3.75% -- 3.75% 
Comm'l bank, prime (6/1) 5.5% 6.0% 6.0% 
Indices: (Lisbon only) 
Consumer Price, (1948/49#100)e/(3/72) 173.3 194.0 #11.9 209.9 
Wholesale Price, (1948=100)e/(2/72) 150 153 + 2.0 159 


BALANCE OF PAYMENTS AND TRADE 
es f, 


Gold & For.Exch.Reserves £/(4/26/72) 1,485.2 1,786.6 + 20.3 1,917.8 
+ 3.3 


Balance of Payments g/ ‘ + 273.6 n.a. 
Balance of Trade g/ —498.8 —616.9 + 23.7 “ae ese 
Exports, FOB (3/72) 949.5 1,032.7 t+ 8.8 sicit 
U.S. Share (3/72) 82.6 101.2 + 22.5 23.2 
Imports, CIf (3 /72) 1,582.4 1,771.7 + 12.0 400.3 
U.S. Share (3/72) 113.1 121.6 + 1-5 50.1 


Main Imports from the U.S. (Jan.thru March 197): Aircraft and parts thereof 

254 tons ,US$26,243,999; Corn-60,415 tons ,US$3,400,587; Soybeans-18,490 tons 

US$2, 291.083; Wheat -20,428 tons, US$1,351,816; Raw cotton - 1,153 tons, US$1,002,679; 
Oil cake and other residues obtained from the extraction of vegetable oils - 9,387 
tons, US$917,358; Leaf tobacco - 251 tons, US$522,165; Medicinals n.s. - 42 tons, 
US$472,294; Plastic and plastic materials - 504 tons, US$250,385; Inedible tallow - 

800 tons, US$166,239; Statistical machines - 31 units, US$131,119; Antibiotics - 2 tons, 
US$109,578; Washing machines - 18 tons, US$56,514; and Iron and steel and semi-manu- 
factures - 63 tons, US$21,174. 

a/ Continental Portugal only (revised data) b/ GOP provisional. c/In industry and 
transportation: average of quarterly index. a/ Farm workers in Continental Portugal; 
average monthly index. e/ Average of monthly index. f/ Bank of Portugal only. 

g/With foreign countries only. 

Source: Boletim Mensal de Estatistica; Comercio Externo, Vol. I; Conta Geral do Estado; 
Estatisticas Monetarias e Financeiras; Annual Report of the Bank of Portugal 





Summary 


In spite of government efforts to promote economic develop- 
ment, Portugal's expansion last year slowed somewhat from 
the rapid growth rate of 1970. Manufacturing continued 
strong, but agriculture, construction, and mining were all 
down. Tourism grew spectacularly with receipts up 35 per- 
cent. 


Rising prices pose the most serious threat to economic 
stability. With the Lisbon consumer price index up 11.9 
percent in 1971 and no break in inflationary trends during 
the first half of 1972, the GOP recently strengthened price 
controls, set limits for wages, salaries, and profits, and 
restricted consumer credit. 


With the break up of EFTA, Portugal is currently negoti- 
ating an association with the expanded Common Market. 
While agreement is hoped for in early July, many important 
terms remain to be worked out. The Portuguese particular- 
ly want to preserve their favorable markets in the United 
Kingdom and expand sales to the rest of Europe. 


Several large scale industrial projects are in the planning 
stage, and U.S. firms should be able to participate with 
equipment and services. The largest is the $1.2 billion 
Sines Peninsula industrial port. There are also ambitious 
plans for a new Lisbon airport, superhighway construction 
between Lisbon and Oporto, railroad expansion, and other 
projects. Major private sector projects include construc- 
tion of a new shipyard, steel mill expansion, and an in- 
crease in the capacity of a refinery near Oporto. With 
the dollar devalued in relation to other major currencies, 
American products are more competitive in the Portuguese 








market. Growing consumer demand and infrastructure proj- 
ects should create increasingly favorable markets for U.S. 
goods and services, but American firms must be prepared to 
compete actively with Europeans and Japanese. 





Part A - Current Economic Situation and Trends: Portugal@ 


Economic Expansion Continued in 1971, but Pace 
Slackened 


Provisional GOP figures for Continental Portugal indicate a 
1971 growth rate in GNP of 4.9 percent at constant 1963 
prices. While Portugal's productive capacity continued to 
grow, the expansion rate fell short of the 8.6 percent an- 
nual growth rate registered in 1970 and the 7 percent 
projected by the Third Development Plan. The slower pace 
in overall growth during 1971 resulted from declining gut- 
put in agriculture, mining, and construction. 


The manufacturing sector experienced a healthy expansion 


that helped offset poor performances in other sectors. 
With chemicals, pharmaceuticals, petroleum refining, and 
automobiles leading the way, manufacturing grew by an 
estimated 8 percent. Electronic equipment, ship building, 
and ship repair also expanded. Textiles continued to lead 
exports and food processing recovered slightly. 


Agriculture is the major problem area. With nearly one- 
third of the work force still on farms, this sector con- 


tributed only about 15 percent to total GNP in 1970. GOP 
estimates indicate a decline in output in 1971 of more than 
2 percent. Undercapitalization and outdated methods and 
equipment thwart GOP efforts to modernize and invigorate 
this sector. Improvement in production is further frus- 
trated by the pattern of land distribution, with tiny fam- 
ily plots predominating in the populous north and large 
underutilized holdings in the south. 


fa Unless otherwise specified in the text, this report 
covers Metropolitan Portugal, consisting of Continental 
Portugal (that part located on the Iberian Peninsula), 
the Azores, and Madeira. Please note that GNP figures 
are available only for Continental Portugal. Separate 
trends reports on Mozambique and Angola are prepared by 
the U.S. Consulates in Lourengo Marques and Luanda, 
respectively. 


a The large difference between the growth rates reported 
for 1970 and 1971 probably results from a change in 
statistical approach; i.e., the conversion from current 
to constant 1963 prices may have been computed more ac- 
curately for 1971 than it was for 1970 owing to growing 
government awareness of rising prices. If so, the 1970 
figure is exaggerated. 








Fishing and cork -- two of Portugal's traditional indus- 
tries -- are in a period of stagnation. Quantity output 
in both declined in 1971 and their respective contribution 
to GNP has slipped steadily over the past five years. 
Construction, which had grown consistently from 1968 
through 1970, fell by more than 4 percent in 1971. 


Tourist Trade Boomed in 1971 


Tourism was the single brightest aspect in the Portuguese 
economy during 1971. Total receipts reached a record level 
of $300 million*, up 35 percent over receipts in 1970. 
Foreigners entering Portugal numbered 3.87 million, the 
highest figure ever. Investment in tourism from both do- 
mestic and foreign sources remains high, and facilities 

are being expanded rapidly to meet the increasing demand. 


Government Planning and Public Investment 


During his three years in office, Prime Minister 

Marcello Caetano has steadily strengthened the GOP economic plan- 
ning apparatus. Central government expenditures have in- 
creased at an average annual rate of 13.3 percent since 
1969, and outlays in 1971 were up 15.5 percent over those 

in 1970. Total expenditures in 1971 reached $1.27 billion, 
with about 14 percent committed to the Third Development 
Plan (involving the overseas provinces as well as Portugal). 
Military expenditures continue to represent a relatively 
heavy burden -- approximately 40 percent of total outlay -- 
primarily due to costly counter-insurgency requirements in 
the African provinces. 


Rising Prices Represent Serious and Topical Problem 


One of the major issues facing the GOP is a current infla- 
tionary trend. The average monthly increase in the con- 
sumer price index (CPI) for Lisbon was 11.9 percent in 
1971, nearly double that of 1970. Illustrative of the 
dramatic increase in prices is the fact that the monthly 
‘index number for December 1971 was a full 15 percent 
higher than the comparable figure for December 1970. The 
spurt in the index was heavily influenced by rising rents 
resulting from a general housing shortage and high real 
estate prices. Sharply increasing demand stimulated by 


* All dollar amounts for 1971 are provisional figures prov- 
ided by the Bank of Portugal, based on the official ex- 
change rate of US $1 = 28.75 which was in effect during 
most of the year. 





emigrant remittances, tourist income, and rising wages 
drove prices up, especially for items such as food and 
clothing for which domestic supply has been relatively in- 
elastic. 


An additional inflationary pressure was created by the 
GOP's decision to split the difference between the appre- 
ciation of major European currencies and the devaluation 
of the dollar. After the December 18 international mone- 
tary agreement, the GOP revalued the escudo by 5.2 percent 
against the dollar, establishing a new central rate of 

US $1 = 27.25. Thus the GOP effectively devalued the es- 
cudo against the currencies of many of Portugal*s important 
suppliers, e.g., German DM, 7.4 percent; French franc and 
UK pound, 2.8 percent; Belgian franc, 5.5 percent; and 
Japanese yen, 10.4 percent. While Portuguese exports to 
those countries will now be more competitive, imports from 
these sources, which accounted for nearly two-thirds of 
all goods imported into Portugal in 1971, will be more 
expensive. 


The GOP fully recognizes the impact of these inflationary 
trends, but efforts thus far to check them have had little 
effect. Price controls cover a wide variety of consumer 
items and nearly all wholesale goods are subject to govern- 
mental review. Enforcement, however, is spotty and most 
retailers find ways to circumvent restrictions. Near the 
end of 1971, the price enforcement agency was completely 
reorganized and enlarged. Then in early June 1972, the 

GOP expanded the powers of the Secretary of State for Com- 
merce to freeze prices on selected items, to oversee the 
enforcement of price controls, and to determine appropriate 
levels of salaries, profits, and dividends. The government 
also placed restrictions on consumer credit and set a mini- 
mum period of two years between renegotiations of labor 
contracts to restrain rising wages. In a separate action, 
reserve requirements of commercial banks were raised in an 
effort to restrict liquidity. 


Wages Climb Steadily and Emigration Cuts into Labor 
Supply 


Wages in the Lisbon and Oporto areas continue to increase 
rapidly. Starting from a low base, average industrial 
wages in Lisbon increased annually by more than 11 percent 
over each of the past three years. Nevertheless, a skilled 
machinist in Lisbon still receives low wages compared to 
his counterparts in northern Europe and the U.S., even if 
lower productivity is taken into account. 











Emigration poses a serious manpower drain. Nearly a million 
Portuguese have emigrated since 1964, with the majority being 
young males seeking higher wages in France, Germany, and 
other European and North American countries. This drain and 
the need to create wages and work conditions more competitive 
with those in other countries will continue to exert upward 
pressure on wages. While this emigration also means deple- 
tion of Portugal's low cost labor force which has been a 
major attraction to foreign investors, women are increasingly 
being integrated into the work force, which partially offsets 
the loss of male labor. 


Balance of Payments Fattens -- in Spite of Growing 
Trade Deficit 


Portugal*s 1971 balance of payments with all foreign coun- 
tries (but excluding the Portuguese overseas provinces) re- 
corded its largest surplus in recent years, in spite of a 
widening trade deficit. Total trade in 1971 was the highest 
in history. Imports were up 12 percent over 1970 and exports 
climbed 9 percent resulting in a trade deficit for 1971 of 
$617 million as compared to $499 million in 1970. (The lar- 
gest categories of imports by value were industrial machinery 
and equipment, automobile assembly units, iron and steel prod- 
ucts, petroleum products, raw cotton, synthetic fibers, 
grains, soybeans, and tallow.) Although sizeable, the trade 
deficit was more than offset by net private transfers of 

$635 million (mostly emigrant remittances). Tourism and 
transportation also added to the strong current account sur- 
plus which, combined with an inflow of $48 million in the 
capital account, resulted in a total payments surplus of 

$274 million. 


Interterritorial Payments Trouble GOP 


The Portuguese Government is having difficulties with back- 
logged transfer payments from the overseas provinces. This 
basic problem within the escudo zone (Portugal and her over- 
seas provinces) stems from a history of payment deficits in 
Angola and Mozambique with Metropolitan Portugal. As of late 
last year, exporters in Portugal were forced to wait 12 to 16 
months for payment through the complicated escudo exchange 
mechanism. In November 1971, the GOP instituted a new pay- 
ments regime involving strict licensing of imports into the 
provinces coupled with sizeable loans in Metropolitan escudos 
to the provincial governments to pay off a portion of the 
overdue indebtedness. Transfer delays continue but govern- 
ment officials are hopeful the system will improve during the 
remainder of 1972. 





Part B - Implications for the United States 
GOP Negotiations with the EEC Moving Toward a Conclusion 


After more than six months of formal discussion with the Com- 
mon Market, Portugal, like other EFTA non-applicant countries, 
will try to conclude an agreement around July 1, 1972, govern- 
ing the conditions of association in a free trade zone for 
industrial products. The GOP seeks to avoid losing its estab- 
lished markets in former EFTA countries, primarily the UK, and 
it is equally concerned with gaining favorable terms from the 
EEC for major export products such as textiles, tomato paste, 
processed fish, and wine. 


While the final conditions for association are yet to be de- 
termined, it appears that Portugal will establish some form 

of evolving relationship with the enlarged EEC. The effects 
of this arrangement on U.S. and other third country interests 
in Portugal are not clear, but GOP planners have stated that 


they expect little change in Portugal's patterns of trade 
during the next few years. 


Government Encourages Foreign Investment 


The GOP welcomes foreign investment on a selective basis, 
using such criteria as technology, location, level of capital 
participation, and local resource utilization. It recently 
promulgated the long awaited Industrial Development Law in- 
tended to stimulate growth by 1) removing licensing require- 
ments for new firms in many fields; 2) allowing tax holidays 
and other incentives for new businesses; and 3) providing 
financial support for selected projects. Although the GOP 
in the past has freed some sectors from licensing require- 
ments and granted some firms tax holidays, the new law forms 
the basis for a comprehensive industrial policy. 


Another government initiative was the creation of an invest- 
ment advisory service. Established in December 1971, the 
new agency's goals are to provide foreign and domestic firms 
with information on industrial development opportunities, 
assist with legal and bureaucratic problems, and help arrange 
contact with public and private entities, 


Infrastructure Projects Provide Opportunities for U.S. 
Participation 


Over the next few years the GOP plans to undertake a wide 
range of large-scale infrastructure projects in Portugal 


totaling nearly $3 billion. Prospects for sales of American 
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goods and services are favorable and the Export-Import Bank 
has shown interest in providing credits for both public and 
private endeavors in accordance with its usual loan criteria 
and practice. 


The most ambitious project currently contemplated is the 

$1.2 billion Sines Peninsula industrial port complex. During 
the initial stages, plans call for the construction of a deep 
water port, a petroleum refinery and petrochemical complex, 
and an extensive housing development. 


Other long-term GOP projects include a new $400 million 
Lisbon airport, a major renovation and expansion of rail- 
roads, superhighway construction between Lisbon and Oporto, 
new hospitals, nuclear energy and conventional thermal power 
plants, and a municipally financed expansion of the Lisbon 
subway system. 


Large-scale Industrial Projects on the Horizon 


The CUF Group, Portugal's largest industrial combine, plans 
to build a new shipyard (SETENAV) in Setubal, with first 
phase completion scheduled for January 1974. Initial capi- 
tal for SETENAV is $22 million; the projected investment for 
the total project is $74 million. The group already has a 
substantial interest in a successful ship repair operation 
in Lisbon. 


Two other large firms have announced expansion plans -- the 
national steel mill (Siderurgia Nacional), a monopoly which 
now is studying expansion proposals, and the SACOR Refinery 
near Oporto, which will increase its current refining capa- 
city of 2 million tons of crude per year to 5 million tons. 
Other large projects which may be of interest to American 
suppliers include construction of two new breweries (CERGAL - 
Cervejas de Portugal), a new cement plant near Faro (Com- 
panhia Industrial de Cimentos de Sul), a fertilizer and 
synthetic fibers plant in the northern petrochemical complex 
at Estarreja (Amoniaco Portugues and SACOR), and a new ply- 
wood factory near Chaves (TABOPAN). A long delayed govern- 
ment decision is still pending on offshore oil exploration 
concessions. 


U.S, - Portuguese Trade Growing Steadily 


In spite of intense competition from EEC and EFTA countries 
and Japan, American exports to Portugal continue their long- 
term growth pattern. Rising consumer demand, the increased 
availability of consumer credit, and fairly rapid industrial 


ll 


growth provide an expanding market for U.S. goods and ser- 
vices. U.S. exports in 1971 totaled $121.6 million*, an 
increase of 7.5 percent over 1970. Aircraft, agricultural 
products (especially wheat, corn, and soybeans), electronic 
equipment, chemicals, industrial machinery, and computer and 
business machines were the largest selling items. At the 
same time, Portuguese sales to the U.S. reached a record 
$101.2 million. Table wine, tomato paste, and textiles were 


the leaders. This is the third consecutive year for a 
balance of trade favorable to the U.S. 


Dollar Devaluation Should Help U.S, Firms 


Since December 1971, the 7 to 12 percent decline in the cost 
of the dollar vis-a-vis the currencies of other major sup- 
pliers to Portugal has constituted a competitive advantage 
which U.S. firms can utilize to increase the U.S, share of 
Portuguese imports. 


In the short term, bulk agricultural commodities (corn, soy- 
beans, wheat, and crushing peanuts), heavy equipment, elec- 
tronic and computer components, computers and business mach- 
ines, design and consultant services, chemicals, and special 
steel products will continue to lead U.S. exports to Portugal. 
Longer term markets may also develop for U.S, agro-business -- 
technology, specialized farm and food processing equipment, 
silos, and livestock -- and provide opportunities for market- 
ing a wider range of U.S.-produced specialty foods and 
increased sales of bulk grains, crushing peanuts, and soy- 
beans. 


While Portugal's future patterns of trade may be affected by 
her arrangement with the enlarged EEC and by developments in 
her African provinces, prospects for expanded trade with the 
U.S, are good and many opportunities for American firms 
should appear over the next five years. Immediate prospects 
are best in connection with the massive public and private 
development projects soon to get underway. In order to take 
full advantage of these opportunities, however, American 
firms will need to be on the scene and compete with the 
sales and service facilities offered by the Europeans and 
Japanese. 


* U.S. Department of Commerce figures for 1971 show American 
exports to Portugal at $142 million and U.S, imports from 
Portugal at $112 million. 








* U.S. GOVERNMENT PRINTING OFFICE: 1972-511-594/6 





